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capital was subscribed by the Government and one-fifth of the
directors were to be appointed by the President. The notes of
the Bank were not made legal tender but they were to be
accepted in payment of Federal taxes, and although the Bank
was given no monopoly of banking or of note issue. Congress
undertook to set up no other bank within the twenty years
outside the District of Columbia.

The Bank proceeded to establish branches in all parts of the
United States, aggressively forcing its notes into circulation in
place of those of the State banks, which were still inconvertible
and in many cases depreciated. Liberal discounts were granted
to the State banks to enable them to retire their notes, and con-
siderable quantities of these notes were also taken by the
branches of the Bank in exchange for its own. This shouldering
of a substantial part of the burden of the other banks was
accompanied by various acts of bad management such as the
investment of funds in speculative stocks. The Bank found it
impossible to carry on an expansive policy with a liberal exten-
sion of credit and at the same time bring a depreciated currency
back to par. It was compelled to restrict its discounts. A crisis
followed accompanied by serious distress amongst the other
banks and the commercial community and the Bank had to
face great unpopularity. It was threatened with ruin as a result
of special taxes imposed by the State Governments upon its
notes and its branches, but the Supreme Court in 1819 in the
case of McCulloch zi. Maryland decided that such taxation
imposed upon an institution set up by Congress was illegal.

A central bank at this period in the United States had to face
difficulties from which the European central banks were free
and which have not entirely disappeared in that country even
to-day. The branches of the Bank served a territory roughly
a thousand miles square, over the greater part of which com-
munications were exceedingly bad. Trade between different
regions was by no means reciprocal and was subject to periods
of considerable disequilibrium. In such circumstances the same
currency unit may often have quite different values in different
areas. If there is no central bank endeavouring to maintain a